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A  Survey  of  Software  Developers  in  the  Metro  NY  Region 


Introduction 

This  report  presents  summarized  findings  from  a  survey  of  Metropolitan  New  York 
software  Developers.  During  late  1993  and  early  1994,  the  survey  was  mailed  to 
businesses  in  the  Region  identified  as  likely  to  be  conducting  software  development 
activities.  The  results  presented  in  this  report  are  based  on  responses  to  those  mailings. 


A.  Key  Findings 

Summary  of  Key  Findings 

•  The  Region's  software  developers  report  29%  revenue  growth  in  1993  and  project 
20%  compound  annual  growth  over  the  next  three  years. 

•  Software  developers  presently  located  in  the  Region  clearly  felt  that  software 
companies  operating  in  the  Region  face  major  competitive  disadvantages  with 
companies  located  outside  the  Region: 

86%  cite  the  high  cost  of  living. 

Nearly  80%  cite  high  state/local  taxes  and  the  high  cost  of  space. 

•  The  Region,  however,  does  provide  certain  advantages  that  assist  in  retaining 
current  business  and  attracting  new: 

Proximity  to  Customers. 

Availability  of  qualified  technical  personnel. 

Access  to  financial  resources. 

•  Most  software  developers  plan  to  remain  in  the  Region;  however,  some  locations 
will  be  more  prone  to  losing  them. 

•  Regional  software  developers  are  interested  in  financing  future  activities  through 
assistance  provided  by  strategic  partners. 

•  Changing  technology  is  having  a  significant  impact  on  software  developers, 
especially  as  computer  platforms  continue  to  migrate  away  from  main  frames. 

•  Most  developers  plan  to  assess  opportunities  outside  of  the  U.S.  in  developing 
 future  products  and  services.  


B.  Definitions 


Region  -  For  purposes  of  this  report,  the  Region  refers  to  an  area  that  includes  New  York 
City,  Long  Island,  and  portions  of  New  York  State,  Connecticut,  and  New  Jersey  adjacent 
to  New  York  City. 

Software  Industry  -  For  the  purposes  of  this  report,  the  term  software  industry  includes 
businesses  (software  developers)  that  develop  software  products  or  perform  custom 
software  development.  Software  products  and  custom  development  are  further  defined  to 
include: 

•  Application  Software  -  products  that  address  specific  customer  needs  (e.g., 
spreadsheet,  word  processing,  accounting,  order  processing,  etc.) 

•  Systems  Software  -  products  that  enable  computers  to  process  or  communicate 
work. 

•  Custom  Software  Development  -  products  that  meet  the  unique  software 
requirements  of  specific  customers.  Custom  development  can  include  supplying 
programming  or  other  personnel  for  a  customer's  project  as  well  as  contracting  for 
specific  projects  or  systems  integration  assignments. 


C.  Report  Organization 


This  report  arranges  the  survey  findings  into  eight  chapters.  These  chapters  and  the  topics 
addressed  are  as  follows: 

Chapter  1  Introduction 

•  Key  Findings 

•  Definitions 

•  Report  Organization 

Chapter  II  Survey  Respondent  Characteristics 

•  Location 

•  Size 

•  Corporate  Organization 

•  Business  Start-up 

Chapter  in  Effect  of  Metro  NY.  Location 

•  Advantages 

•  Disadvantages 

•  Net  Impact 

•  Business  Retention 

•  Employee  Turnover 

Chapter  IV     Financing  Sources 
Past  Experiences 
Current/Future  Plans 


Chapter  V  Outlook  on  Software  Industry 

•  Industry  Trends  and  Issues 

•  Factors  Critical  to  Success 

•  International  Opportunities 

Chapter  VI  Product  Plans  and  Strategies 

•  Product/Service  Focus 

•  Current/Future  Platforms 

•  Analysis  of  Revenues 

•  Market  Targets 

Chapter  VII  Future  Opportunities 

•  Product/Service  Growth 

•  Change  in  Revenue  Related  to  Platforms 

•  International  Expansion 

•  Other  Possibilities 

Chapter  VIII  Conclusions 

•  Effect  of  Location 

•  Differentials  in  the  Metro  N.Y.  Region 

•  Health  of  Industry  and  Software  Developers  in  the  Region 

•  Actions  to  Aid  Industry  Within  the  Region 


n.       Survey  Respondent  Characteristics 

The  following  tables  provide  data  concerning  the  location  and  size  (software  development 
revenues)  of  the  survey  respondents: 

A.  Location 

Survey  participants  operate  in  a  number  of  areas  within  the  Region. 


Exhibit  H-1 
Location  of  Survey  Respondents 

Naw Jersey 


20% 


B.       Size  (Revenues) 

Regional  software  developers  are  very  diverse.  From  the  home  office,  to  the  multi-billion 
dollar  corporation.  The  majority  of  participants  report  revenues  of  less  than  $1  million, 
however,  a  significant  number  (25%)  reported  revenues  between  $1  million  and  $3 
million. 


Exhibit  11-2 
Revenue  Distribution  ($000s) 
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C.       Corporate  Organization 

71%  of  the  respondents  conduct  business  through  corporations.  Of  these  incorporated 
respondents,  13%  are  publicly  held.  The  remaining  respondents  (29%)  conduct  business 
using  a  variety  of  forms  including  sole  proprietorships,  partnerships,  and  joint  ventures. 
Many  of  the  Region's  software  developers  believe  that  a  corporate  form  provides 


significant  business  advantages  not  available  to  unincorporated  businesses.  These 
advantages  include  the  opportunity  for  key  employees  to  share  in  the  success  of  the 
business  through  stock  options,  as  well  as  the  ability  to  protect  the  owner's  personal  assets 
from  actions  taken  against  the  business. 

D.       Business  Start  Up 

Based  on  survey  responses,  the  majority  of  the  Region's  software  developers  commenced 
operations  less  than  20  years  ago;  the  average  age  of  a  participating  company  is  1 1  years. 


Exhbibit  11-3 
When  was  the  Business  Started? 

1985-1993 


1975-1984 
45% 


As  the  exhibit  demonstrates,  very  few  (6%)  software  developers  started  in  business  before 
1975.  Since  then,  a  steady  succession  of  new  business  has  commenced  operations  within 
the  Region.  The  large  number  of  firms  with  smaller  revenue  levels  (Exhibit  II-2)  also 
supports  the  fact  that  many  of  these  companies  are  in  their  infancy. 
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Exhibit  IIM 
Leading  Market  Advantages 
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Respondents  Ranking  Factor  as  an  Advantage 


Surveyed  companies  report  that  the  Region  provides  business  advantages  to  software 
developers,  such  as  the  proximity  to  major  markets  (i.e.  customers),  availability  of 
qualified  technical  personnel,  potential  for  extensive  business  networking,  and  a  vast 
public  transportation  system. 

One  entrepreneur,  the  CEO  of  a  mid  sized  software  company,  recalls  what  it  took  to  get 
his  business  off  of  the  ground: 

I  started  in  the  region  by  calling  on  half  a  dozen  large  prospects,  daily,  and 
contacting  professional  friends  in  between  to  get  ideas  about  people  who  could  do 
the  work,  as  well  as  techniques  that  could  be  utilized. 

This  executive  noted  that  the  availability  of  funding  in  the  Region  was  also  an  important 
consideration.  A  significant  number  of  participants  agree  that  the  availability  of  New 
York's  financial  market  is  an  advantage  for  companies  operating  in  the  Region.  This 
advantage  becomes  even  more  significant  as  firms  advance  beyond  their  initial  stages. 
Growth  generally  requires  a  financial  investment  which  must  often  be  provided  by  sources 
not  related  to  the  company. 

B.  Disadvantages 


Cost  of  Living 
Cost  of  Spaco 


Exhibit  111-2 
Leading  M  arket  Disadvantages 
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Respondents  Ranking  Factor  as  a  Disadvantage 


Not  surprisingly,  respondents  indicate  that  high  costs  of  the  Region,  particularly  those 
relating  to  the  cost  of  living,  office  space  and  taxes,  hinder  their  ability  to  do  business.  In 
fact,  the  rating  for  each  of  these  disadvantages  exceeds  the  highest  rated  advantage  -  The 
Proximity  to  Industry  Markets. 

While  the  negative  impact  of  the  cost  of  technical  personnel  appears  to  offset  the 
advantage  of  the  availability  of  technical  personnel,  companies  can  employ  various 
strategies  to  offset  the  cost  issue.  One  industry  contact  suggests  using  the  sizable  pool  of 
temporary  technical  personnel  who  are  now  available. 

Companies  also  cite  the  cost  of  senior  management  personnel  as  a  major  deterrent.  The 
cost  of  sales  and  other  personnel  are  also  negatives  in  the  Region,  although  to  a  lesser 
extent.  An  additional  disadvantage  noted  by  several  respondents  is  that  many  employees 
feel  their  opportunities  are  limited  due  to  the  small  size  of  many  regional  companies,  and 
they  use  their  positions  as  "stepping  stones"  to  positions  in  other  companies  or  to  start 
their  own  companies. 

C.  Net  Impact 

On  the  whole,  software  developers  felt  that  the  advantages  provided  by  the  Region 
outweighed  its  negatives.  45%  indicated  that  locating  within  the  Region  provides  their 
business  with  an  overall  advantage.  28%  indicated  that  the  Region  impacted  software 
developers  negatively. 


Exhibit  lll-3s 

Overall  Assessment  -  Region  as  a  Place  to  Conduct  Business 

B  Disadvantage             □  Neither  Advantage  nor  ■  Advantage 

Disadvantage 

The  following  exhibits  demonstrate  the  participant's  responses  to  the  survey's  questions 
concerning  the  advantages  and  disadvantages  of  locating  software  operations  within  the 
Region.  The  survey  requested  participants  to  rank  each  of  the  listed  factors  as  an 
advantage  or  disadvantage.  To  facilitate  their  presentation,  the  two  exhibits  that  follow 
categorize  these  factors  as  "Cost  Factors"  and  "Other  Factors." 


Exhibit  lll-3b 
Overall  Assessment -Cost  Factors 
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Exhibit  III-3C 
Overall  Assessment  -  Other  Factors 
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■  Disadvantage            □  Neither  Advantage  nor  ■  Advantage 
Disadvantage 

Interestingly,  there  does  not  appear  to  be  consensus  among  the  respondents  concerning 
the  overwhelmingly  positive  and  negative  responses.  Due  to  variations  in  the  Region,  the 
respondent's  appreciation  for  their  own  factors  varies  as  well.  Less  expensive  office  space 
is  available  to  businesses  in  New  Jersey  and  Connecticut.  Companies,  along  with  their 
owners  and  employees,  in  Connecticut  encounter  lower  taxes  (although  the  new 
Connecticut  state  tax  might  impact  this  advantage).  Some  locations  are  less  attractive  to 
employees,  however,  locating  in  more  attractive  areas  might  reduce  the  market 
opportunities  if  it  is  not  where  the  customers  locate.  One  respondent  noted  that  proximity 
to  major  industry  markets  can  also  be  a  negative  factor:  "These  markets  may  attract  less 
capable  competitors  who  besiege  accounts  where  work  is  in  process."  This  executive 
adds  that  the  "constant  siege"  of  his  clients  by  these  competitors  challenges  his  company's 
ability  to  build  close  customer  relationships  . 


D.  Business  Retention 


Despite  the  high  ranking  of  unfavorable  factors,  45%  of  the  respondents  provided  an 
overall  "favorable"  rating  of  the  region  as  a  place  to  conduct  business.  But  the  28%  who 


assign  an  "unfavorable"  rating  to  the  region  should  not  be  ignored.  In  fact,  many  of  these 
respondents  are  unhappy  enough  that  they  are  considering  changing  their  location.  Some 
are  contemplating  relocation  within  the  region,  however,  others  will  leave. 


Exhibit  111-4 
Possibility  of  Leaving  Metro  NY  Region 
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Respondents  Considering  Move  Outside  of  Region 


A  number  of  companies  throughout  the  region  plan  to  move.  Software  businesses  on 
Long  Island  are  more  likely  to  leave  the  Region;  whereas  those  in  Westchester  County  and 
to  the  north  are  less  likely  to  move.  The  reason  these  companies  have  for  moving  outside 
the  region  mirror  the  disadvantages  listed  above,  particularly  the  higher  costs  (living, 
office  space,  and  state/local  taxes).  Several  participants  noted  that  large  prospects  located 
in  the  Region,  including  one  major  bank,  had  plans  to  move,  and  they  were  monitoring 
their  prospects'  movements. 

E.  Employee  Turnover 


Exhibit  111-5 
Employee  Turnover-  Metro  NY  Region 
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I  All  Employees  E3  Programmers 


Companies  providing  staff  retention  data  indicate  that  programmers  are  less  likely  to  move 
to  other  companies  than  are  other  employees.  Turnover,  however,  does  not  appear  to  be 
inordinately  high.  The  highest  turnover  -  14.2%  for  programmers  and  1 1.9%  for  all 
employees  -  is  in  New  York  City  proper.  This  high  turnover  is  perhaps  attributable  to  the 
large  number  of  software  companies  and  large  customer  base  in  New  York  City.  Several 
N.Y.  City  respondents  noted  that  personnel  frequently  leave  to  take  advantage  of 
opportunities  presented  by  large  customers. 


Exhibit  111-6 

Employee  Turnover- Metro  NY  Region  (By  Company  Size) 
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The  turnover  rate  for  programmers  is  highest  for  companies  with  6  to  10  employees.  An 
executive  in  a  mid-sized  company  suggests  that  these  firms  have  reached  a  size  considered 
just  above  start-up;  in  their  efforts  to  maintain  or  increase  market  position,  they  may  place 
excessive  work  demands  on  their  programmers. 

As  companies  grow  beyond  10  employees,  programmer  turnover  decreases.  The  same 
executive  believes  that  as  companies  grow  to  this  level  and  beyond,  rewards  in  salary, 
possible  equity  in  the  company  and  enhanced  job  assignments  increase  significantly  for 
programmers.  He  also  notes  that  benefits  and  job  opportunities  are  often  better  for 
programmers  than  for  these  companies'  administrative  staffs. 


IV.  Financing  Issues 
A.  Past  Experiences 


Exhibit  IV-1 
Business  Capital  Sources  (to  Date) 
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Respondents  Using  Source 


The  respondents  finance  their  activities  in  a  variety  of  ways.  As  might  be  expected,  self- 
financing  is  the  most  common,  particularly  during  the  initial  stages  of  business. 
Borrowing  ("debt")  and  aid  from  a  "strategic  partner"  are  the  next  most  common  means  of 
financing.  While  a  few  business  cited  private  placements,  venture  capital  and  initial  public 
offerings,  these  were  much  less  common.  Businesses  seeking  capital  should  explore  each 
of  their  options.  As  the  exhibit  demonstrates,  many  options  are  available.  Respondents 
who  succeeded  in  gaining  financing  from  sources  other  than  self-financing  and  debt  noted 
that  their  growth  rates,  levels  of  earnings,  technical  strengths,  and  particularly,  their  plans 
for  expansion  and  meeting  recognized  needs  were  important  factors  in  obtaining  such 
financing. 

B.  Current/Future  Financing  Plans 

Overall,  53%  of  respondents  indicate  that  their  companies  plan  to  raise  capital  during  the 
next  year.  However,  companies  operating  in  some  areas  of  the  Region  are  more  likely  to 
consider  outside  sources  of  capital  during  the  next  year. 


Exhibit  IV-2 
Companies  Seeking  Capital 
(within  the  Next  Year) 
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Examined  by  Regional  location,  software  developers  in  New  Jersey  and  Long  Island  are 
the  most  likely  to  raise  capital.  Interestingly,  these  software  developers  are  also  more 
likely  to  move  outside  the  region  in  the  near  future  (see  Exhibit  III-4),  implying  that  cost 
pressures  in  the  region  cause  vendors  in  these  locations  to  consider  moving  and/or  looking 
for  financial  assistance. 

To  satisfy  their  capital  requirements,  the  participants  indicate  they  are  considering  a 
number  of  alternatives. 


Exhibit  IV-3 
Financing  Alternatives  Considered 


3 
O 


Strategic 
Partner 

Private 
Placement 

Venture 
Capital 


co  Self  Financing 


initial  Public  WMMKM 


Offering 
Other 


Respondents  Considering  Source 
(Expressed  as  %  of  Repondents  Considering  Financing 
within  One  Year) 


Of  the  options  considered  in  the  survey,  finding  a  "strategic  partner"  was  listed  as  the  most 
popular  alternative.  "Private  placements,"  "venture  capital,"  and  "self-financing"  also 
appear  to  be  quite  popular.  Surprisingly,  only  14%  of  the  respondents  expressing  plans  to 
raise  capital  are  considering  initial  public  stock  offerings.  The  complexity  of  planning  such 
a  move,  relinquishing  some  control  of  their  business,  as  well  as  the  time  and  cost  required, 
were  cited  as  reasons  that  make  public  stock  offerings  less  attractive. 

Several  companies  are  considering  combinations  of  these  alternatives.  For  example, 
several  respondents  plan  to  obtain  a  strategic  partner  within  the  next  year  and  proceed 
with  an  initial  public  offering  in  two  to  three  years. 


Exhibit  l\M 

Differences  in  Financing  Plans  Reported  (By  Location) 
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In  addition  to  seeking  strategic  partners,  New  York  City  software  developers  are  likely  to 
consider  private  placements  as  an  alternative  to  self-financing.  New  Jersey  companies,  on 
the  other  hand,  rely  more  heavily  on  self-financing  than  companies  in  other  areas  of  the 
Region.  The  proximity  to  the  New  York  City  investment  houses  specializing  in  private 
placements  may  influence  the  software  developers  located  there. 

Based  on  the  number  of  options  considered  by  all  companies  seeking  additional  capital, 
New  Jersey  companies  are  exploring  the  most  alternatives.  This  suggests  that  New  Jersey 
respondents  are  more  concerned  about  obtaining  necessary  financing  and  may  have  greater 
needs  or  may  find  it  more  difficult  to  obtain  financing. 


V  Outlook  on  Software  Industry 
A.  Industry  Trends  and  Issues 


Exhibit  V-1 

Important  Software-Related  Trends/Issues  In  Metro  NY  Region 


Concern  wtttl  Impact  of  Changing 
Hwdwv«/SorhMr«N«rwork 

Comp motion  or  Prossur*  on 
Margins 

Marketing  or  kUrkot 

Chmctartxtlc* 

Platform,  Dcwrutelng 

Hiring  or  Tralrtng-Rolatod 

Work  Location,  Tar**, 
Regulation* 

Funding  N**ds 
0*n*raJ  Economic  Condition* 
IntomatlonsJ 
Piracy,  Security 


0%  5%  10%  15%  20% 

Percent  of  Respondents  Concerned 


25% 


30% 


As  the  exhibit  illustrates,  changing  technology  is  the  primary  theme  influencing  the  trends 
and  issues  of  most  concern  to  software  developers  in  the  Region.  In  fact,  26%  of  the 
participants  responding  to  this  question  indicate  that  they  are  concerned  with  the  rapid 
change  and  possible  obsolescence  of  hardware,  software  and  network  technology. 

With  new  technologies  such  as  Windows  NT,  multimedia,  imaging,  and  object  oriented 
software,  several  vendors  are  concerned  with  adapting  their  products  to  support  or  keep 
up  with  new  developments.  Other  vendors  feel  that  conforming  products  and  services  to  a 
Windows  or  other  new  operating  environment  or  interface  raises  many  new  issues 
concerning  standards. 

Other  outstanding  trends  and  issues  cited  by  the  respondents  include  the  impact  of 
competition  and  its  resulting  pressure  on  company  profit  margins  and  marketing 
considerations.  One  marketing  consideration  mentioned  by  several  software  developers  is 
the  need  to  identify  market  characteristics  that  influence  vendor  selection  or  the  type  of 
work  demanded. 
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Exhibit  V-2  compares  the  relative  importance  of  issues  identified  by  this  survey  of  the 
Region  to  national  data.  The  comparison  demonstrates  considerable  similarities. 
Differences,  where  present,  might  be  attributable  to  the  region's  current  market  demands. 

Both  Exhibits  V-l  and  V-2  emphasize  that  software  developers  must  remain  abreast  of 
rapidly  changing  technology,  which  presents  both  opportunities  and  pitfalls.  Software 
developers  who  remain  informed  can  plan  and  react  to  the  changes.  New  markets  and 
new  platforms,  as  well  as  other  new  technologies,  provide  developers  with  opportunities 
to  develop  and  expand  their  businesses.  However,  they  must  be  aware  of  the  risk  of 
making  investments  in  an  attempt  to  keep  up  with  technology  that  becomes  obsolete 
before  they  can  cover  their  costs. 

B.  Factors  Critical  to  Success 

Survey  participants  believe  that  product  superiority  and  domestic  marketing  efforts  are  the 
most  important  factors  contributing  to  their  company's  success.  Speed  to  market  also 
received  a  higher  than  average  importance  rating. 


Exhibit  V-3 
Factors  Critical  to  Success 
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These  ratings  support  the  industry's  customer-based  focus  which  requires  delivering  a 
superior  product  in  a  timely  manner.  Participants  rated  the  economy  and  industry  trends 
as  having  average  importance.  Availability  of  capital  or  presence  of  international  markets 
received  lower  than  average  ratings  in  the  current  time  frame. 

In  identifying  future  critical  success  factors,  the  respondents  provide  a  hint  of  changes  to 
come.  While  product  superiority  and  the  domestic  market  will  continue  to  lead  in 
importance,  the  relative  importance  of  the  international  market  (+36%)  and  the 
availability  of  capital  (+10%)  emerge  as  critical  factors  to  future  success. 

These  exhibits  indicate  that  future  success  for  software  companies  may  depend  on  the 
ability  of  software  companies  to  develop  new  markets,  especially  international  markets. 

C.  International  Opportunities 

Region  software  developers  play  an  important  role  in  the  international  market,  focusing 
heavily  on  predominantly  English-speaking  countries. 


Exhibit  V-4 
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30%  of  the  respondents  with  past  experience  or  planning  future  business  outside  the  U.S. 
experienced  success  in  Canada.  Many  also  experienced  success  in  western  Europe  and 
Australia.  Certain  locations,  however,  appear  to  present  more  of  a  challenge,  including 
Eastern  Europe,  Latin  America  and  the  Pacific. 


Exhibit  V-5 
Projected  Foreign  Markets 
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Region  software  developers  are  very  interested  in  seeking  and  developing  international 
markets.  Preferred  foreign  targets  are  predominantly  English  speaking  countries  and 
others  using  a  Latin  based  alphabet.  In  addition,  to  using  a  common  character  set,  these 
countries  have  a  longer  history  of  computer  and  software  use,  which  increases  their 
attractiveness. 


VL  Product  Plans  and  Strategies 
A.  Product/Service  Focus 
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This  exhibit  summarizes  the  respondents'  interest  levels  in  certain  software  applications, 
showing  an  average  of  present  and  future  interest  for  the  applications  listed.  Differences, 
where  they  existed,  between  present  and  future  interests  were  minor. 

B.  Current/Future  Platforms 

The  following  exhibits  demonstrate  the  participants'  interest  in  applications  by  platform 
type.  (Interest  in  main  frame  computers  was  extremely  low  for  all  categories,  and 
accordingly,  is  not  presented.)  Significant  change  is  taking  place. 


Exhibit  VI- 2a 
Microcomputer  Platform  Interest 
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Exhibit  Vl-2b 
Minicomputer  Platform  Interest 
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Exhibit  Vl-2c 
Workstation  Platform  Interest 
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Exhibit  Vl-2d 
Client/Server  Platform  Interest 
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C.  Analysis  of  Revenues 

The  following  exhibit  illustrates  the  primary  sources  of  revenues  for  the  software 
developers  surveyed.  Since  software  developers  by  definition  generate  revenue  by 
producing  software  products  and  performing  custom  software  work,  it  is  not  surprising 
that  these  categories  comprise  46%  of  their  revenue. 


Exhibit  VI-3 
Revenue  Sources 
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Respondents,  for  the  most  part,  expected  their  future  revenue  mix  to  remain  largely  the 
same.  The  exhibit  also  illustrates  that  software  developers  often  engage  in  work  that  is 
not  software  related.  Examples  of  non-software  related  work  include  the  sale  of 
hardware,  computer  data  processing  services,  development  of  information  databases  and 
training  users  of  non-proprietary  software. 

D.  Market  Targets 
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Responding  companies  are  particularly  interested  in  the  financial  and  banking  market. 
Although  software  developers  show  lessened  future  interest  in  this  market,  this  market 
retains  a  solid  lead  compared  to  others  surveyed.  Most  markets  display  similar  levels  of 
current  and  future  interest.  This  suggests  that  developers  who  specialize  by  industry 
market  are  likely  to  maintain  that  focus.  Revenue  growth  for  these  companies  would 
likely  occur  by  seeking  new  customers  within  the  industry. 

The  survey  also  reveals  leading  industry  markets  by  Regional  area.  Connecticut  and  New 
York  City  developers  tend  to  focus  on  the  financial  industry  -  likely  due  to  the  number  of 
potential  customers  in  New  York  City  and  Southeastern  Connecticut..  Many  Long  Island 


participants  focus  on  the  Health  industry.    New  Jersey  respondents  show  a  high  level  of 
interest  in  manufacturing,  retail,  and  wholesale  -  industries  with  a  sizable  concentration  in 
New  Jersey. 

VII  Future  Opportunities 
A.  Product/Service  Growth 

Software  developers  in  the  Region  expect  growth  in  sales  of  products  and  services. 


Exhibit  VIM 
Anticipated  Software-Related  Revenue  Growth 
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On  average,  they  project  20%  compound  revenue  growth  for  the  next  three  years. 
Beyond  that  period,  the  respondents  are  slightly  less  optimistic,  projecting  a  15%  growth 
through  year  five.  With  U.S.  industry  growth  projected  at  approximately  11%  for  the 
same  set  of  products  and  services  over  a  five-year  period,  Region  companies  project 
revenue  to  grow  more  than  the  national  forecast. 

In  reviewing  the  reduced  (15%)  rate  after  year  three,  a  large  portion  of  the  drop  is 
attributable  to  projected  declines  from  Connecticut  and  Long  Island  companies.  These 
depressed  forecasts  may  be  due  chiefly  to  business  uncertainty  in  those  areas  during  the 
five-year  period.  New  York  City  companies,  on  the  other  hand,  project  steadily  increasing 
growth  throughout  the  five-year  period. 

B.  Changes  in  Revenue  Related  to  Platforms 
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In  reviewing  the  participating  software  companies'  revenue  by  platform,  revenue 
contributions  from  micro,  mainframe,  and  minicomputers  decreases  significantly.  These 
declines,  however,  reflect  changing  conditions  in  the  entire  U.S.  software  industry. 


[Insert  Revised  Exhibit  VII-3] 


Forecasted  U.S.  growth  for  mainframe  and  minicomputer  software  products  is 
significantly  lower  than  for  workstation/PC  (including  client/server  systems)  products. 
Companies  in  the  Region  are  moving  toward  increasing  use  of  the  faster  growing 
client/server  systems. 

C.  International  Expansion 

Survey  respondents  expect  international  sales  to  play  an  increasingly  important  role  as  a 
source  of  growth  in  future  years  (also  see  Chapter  V.  C). 
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Respondents  representing  the  Region  as  a  whole,  expect  revenues  from  international  sales 
to  increase  from  17%  to  28%  through  1998.  Companies  in  some  areas  of  the  Region 
(such  as  Long  Island  where  companies  expect  a  significant  increase,  with  revenue  from 
international  sales  increasing  from  13%  of  total  revenue  in  1993  to  28%  of  total  revenue 
in  the  1996-98  period)  expect  more  growth. 

D.  Other  Possibilities 

In  addition  to  selling  software-related  products  and  services,  many  Region  software 
developers  presently  sell  computer  equipment  and  are  often  involved  in  data  processing 
and  database  information  services.  The  market  for  database  information  services  is 
expanding  rapidly.  Several  of  the  surveyed  software  developers  that  market  this  type  of 
product  (financial  data,  company  information,  etc.)  plan  to  obtain  increasing  revenue  from 
this  service. 

Some  software  developers  also  market  data  processing  services.  Although  these  services 
are  growing  much  more  slowly  (8%),  opportunities  still  exist  for  companies  offering  this 
service.  Additional  opportunities  are  also  available  to  companies  providing  outsourcing  of 
processing  work,  network,  backup  and  maintenance  services. 


VTEI  Conclusions 

A.  Effect  of  Location 

The  study  reveals  that  the  potential  for  business  in  the  Region  remains  high  despite  some 
unfavorable  factors  in  the  marketplace  (primarily  Regional  cost  factors  discussed  above). 
Software  industry  expectations  for  continuing  growth  are  high  in  terms  of  current  industry 
markets,  such  as  banking/finance  and  health.  Expectations  are  also  high  in  terms  of 
opportunities  in  international  markets.  In  addition,  respondents  feel  that  the  Region  offers 
the  necessary  financial  resources  required  to  support  a  growing  industry. 

Companies  doing  business  in  the  Region  will  continue  to  weigh  the  advantages  and 
disadvantages  of  doing  business.  If  the  disadvantages  (i.e.,  primarily  the  cost  factors) 
become  to  great,  they  might  cease  activities  or  move  elsewhere. 

B.  Differentials  in  the  Region 

Within  the  Region,  certain  factors  will  impact  some  locations  more  than  others.  For 
example,  software  developers  on  Long  Island  report  a  greater  inclination  to  relocate. 
Software  developers  in  some  locations  such  as  New  Jersey,  expect  significantly  lower 
revenue  growth.  Software  developers  in  New  York  expect  to  utilize  private  placements  to 
obtain  funding  to  a  greater  extent  than  would  be  the  case  in  other  areas. 

C.  Health  of  Industry  and  Software  Developers  in  Region 

Overall,  software  developers  in  the  Region  have  a  higher  expectation  of  growth  than 
developers  in  other  areas  of  the  nation.  Respondents  indicated  1993  revenues  increased 
29%  over  their  1992  revenues.  They  expect  growth  to  remain  strong  (20%)  over  the  next 
three  years. 

Software  developers  in  the  Region  are  targeting  specific  industries  for  future  business 
indicating  their  confidence  in  certain  markets. 

D.  Actions  to  Aid  Industry  Within  Region 

Several  types  of  activity  can  aid  software-related  business  within  the  Region.  Software 
developers  should  encourage  state  and  local  government  to  reduce  their  tax  burdens.  In 
addition,  software  developers  should  encourage  industry  organizations  and  educational 
institutions  to  implement  changes  to  educational  programs  that  would  make  more 
technical  personnel  available  with  training  more  tailored  to  the  specific  needs  of  software 
developers.  Combined,  these  two  activities  would  reduce  costs  as  well  as  provide  the 
means  for  expanding  business. 

To  meet  the  high  level  of  interest  of  software  developers  in  international  business,  the 
state  or  local  government  offices  or  the  NYSIA  could  develop  expertise  that  would  aid 
developers  in  gaining  access  to  various  countries  or  resolving  problems  should  they  arise. 
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